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The Tax Cuts and Jobs Act of 2017 placed a cap of $10,000 on the State and Local Tax 
deduction. A survey was carried out to compare individuals' tax liability in 2017 (before the cap) 
with their tax liability in 2018 (after the cap). The results suggest that fewer people itemized in 
2018, and most belonged to the high-income group. Many individuals who itemized in 2018 also 
saw an increase in their federal tax liability. Most individuals with less than $100,000 yearly 
income opted for the standard deduction and saw a decrease in their federal tax liability in 2018 (in 
the presence of the SALT deduction cap) as compared to their liability in 2017 (in the absence of a 
SALT deduction cap).  
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Chapter 1: Introduction 
The Tax Cuts and Jobs Act (TCJA) of 2017 introduced the State and Local Tax 
(SALT) deduction cap. This study investigated the cap on the SALT deduction to answer 
the following two questions: Did the SALT cap raise the income tax obligation for high-
income individuals as compared to their tax obligations in the absence of a cap? Did the 
SALT cap benefit the low-income individuals who opted to standardize their deductions? 
The Tax Cuts and Jobs Act of 2017 is relatively new, and many people have 
mixed views regarding whom the act benefits. This study examined the impact of the cap 
introduced on the SALT deduction on individual tax liability. Policy research is 
necessary to comprehend the reasons behind a change in tax laws. The professionals 
involved in tax-law are not infallible, and it takes time to determine the impact of new 
policies. The tax-law is continually changing, and to advise clients in the best manner, 
proper research into new reforms is necessary. Understanding the impact of the SALT 
deduction cap will help tax professionals and individuals decide whether to take the 














    Chapter 2: Tax Policy Review 
Federal and State Tax Policies 
The United States of America has a multilevel system for taxing income. Taxes 
are levied by the federal, state, and local governments. Both federal and state income 
taxes apply a rate to taxable income to calculate tax obligations; however, rates and their 
applications vary. The federal government has a uniform system of progressive taxation 
applicable to all citizens, but the state tax system can differ from one state to another. 
Individual income tax is the most significant source of revenue for the federal income tax 
system (Sherlock and Marples). Most of the income consists of taxes on salaries and 
wages. The state government of Mississippi gathers many kinds of taxes, with most tax 
revenue being generated through sales tax and personal income tax. In 2017 and 2018, 
the individual income tax rate in Mississippi ranged from 3% to 5%, and the sales tax rate 
was 7% (Tax Rates, Exemptions, & Deductions). 
The USA follows a progressive tax system under which taxes are calculated based 
on a person's taxable income. The rate increases as income increases. Deductions can 
lower taxable income, hence decrease the tax liability. There are two types of deductions: 
"above-the-line" deductions and "below-the-line" deductions. Above-the-line deductions 
are subtracted from gross income to reach adjusted gross income (AGI). Below-the-line 
deductions are subtracted from AGI to arrive at taxable income. Tax obligation is then 
calculated by applying the tax rate to taxable income, less tax credits. The standard 
deduction is one option for below-the-line deductions. It is a set deduction amount used 




(i.e., single, married, head of household). The second option is to itemize deductions, 
which allows individuals to deduct qualifying expenses such as medical, charitable 
contributions, mortgage interest, state income taxes, and property taxes (Sherlock and 
Marples) to determine taxable income. 
History of the State and Local Tax Deduction 
The federal income tax was established in 1913; since then, the state and local tax 
(SALT) deduction have been allowed to prevent individuals from paying double taxes to 
state and federal governments. The original basis for the SALT deduction only reaches 
down to us in bits. The Federalist Papers expressed that deduction was seen as a solution 
to a fear that high levels of federal taxation might absorb all the states' taxable resources 
(Walczak). Taxpayers who choose to itemize deductions on the Schedule A form of their 
tax return, instead of taking the standard deduction, can claim a SALT deduction. 
Initially, all state and local taxes, not linked directly to a local benefit like an 
improvement to sidewalks or streets, were deductible. Then in 1964, the deductible taxes 
were limited to only state and local income, property (personal and real) income, and 
motor fuel taxes. The deduction for motor fuels was eliminated in 1978, and the general 
sales tax was abolished in 1986. In 2004, sales tax deduction was reinstated temporarily, 
which enabled the deduction of either sales taxes or state income taxes. This provision 
was made permanent in 2015. There has never been a cap on SALT deduction until the 







In the past, the SALT deduction has been a significant reason that people have 
chosen to itemize deductions. In 2016, the number of individuals who itemized was less 
than 33.3%, but almost everyone who itemized claimed a SALT deduction. In 2016, 
SALT deductions accounted for more than 40% of the average itemized deductions. 
(What Are Itemized Deductions and Who Claims Them? | Tax Policy Center). Hence any 
change in the SALT deduction should be carefully examined to judge the consequences 
and impact. 
State and Local Tax Deduction Cap 
In 2017, the Tax Cuts and Jobs Act placed a $10,000 cap on the SALT deduction, 
starting in 2018 and expiring after 2025. In a testimony before the House Ways and 
Means Select Revenue Measures Subcommittee, Nicole Kaeding (Vice President of 
Federal and Special Projects at the Tax Foundation) mentioned that "Limiting the SALT 
deduction helped finance broader tax reforms," and "its impact is mostly limited to high-
income households" (Kaeding). From Kaeding's testimony, it can be assumed that the 
purpose of placing the cap is to reduce federal expenditure to prevent high-tax states from 
passing on the expense of state-funded public services to the federal government. 
The SALT deduction cap is a part of more substantial tax reform. While analyzing 
the cap's effect, it is vital to consider two other changes made in the TCJA that impact 
individual taxpayers. First, the act raised the standard deduction to $12,000 for single 
filers, $18,000 for the head of household, and $24,000 for married filing jointly. In 2017, 




and $12,700 for married filing jointly (Wu). Due to the increase in the standard 
deduction, it is believed that fewer taxpayers will opt to itemize deductions. Secondly, the 
act also set a slightly lower tax rate structure by decreasing the highest tax rate. The 
highest marginal tax rate was diminished to 37% from 39.6%, which may lessen the 
potential adverse effects of the SALT deduction cap (Wu).  
Impact of State and Local Tax Deduction Cap 
The cap placed on the SALT deduction will affect taxpayers, because they may 
not be able to claim a 100% deduction for all state or local taxes paid when filing their 
federal tax return. Let us consider an individual who paid $7,000 in state income taxes 
and $5,000 in property taxes for the year. The individual's total state and local taxes add 
up to $12,000; however, only a $10,000 deduction could be claimed, due to the new cap 
on the SALT deduction. Hence, the federal income tax liability will increase, and after-
tax income will decrease for individuals who itemize deductions and spent more than 
$10,000 in state and local taxes. The number of taxpayers opting to itemize deductions is 
estimated to decrease; as one analysis observes, "Only about one in 10 taxpayers is 
expected to itemize deductions under the new tax code" (Michel).  
Overall tax savings (as a percentage of after-tax income) from the SALT 
deduction will be approximately one-fourth in 2018 of what it was in 2017. For the top 
1% of taxpayers in the income distribution, the savings will be one-tenth of what it was in 
2017 (How Does the Deduction for State and Local Taxes Work? | Tax Policy Center). It 
is estimated that almost 29 million households will be well off if they take the standard 




process for them (York). The Joint Committee on Taxation estimated that 18 million 
filers would itemize in 2018 compared to 46.5 million in 2017; hence almost 88% of 
households (150 million total households) will take the standard deduction (How Does 
the Deduction for State and Local Taxes Work? | Tax Policy Center). 
A cap on the SALT deduction means that an individual living in the high-tax state 
is not able to deduct those state and local taxes fully when itemizing deductions. This 
creates a higher tax obligation than the individual would have had in the absence of a cap 
and can result in high-tax states losing residents. Placing a cap on the SALT deduction 
intensifies an existing problem for workers living in areas with high productivity and 
costs. For example, in Manhattan, where the cost of living and the tax rates are very high, 
capping the SALT deduction can increase the federal taxable income for residents by 
limiting the amount for the below-the-line SALT deduction. Hence, fewer people might 
move to states like New York, which could result in the US economy shrinking by 
approximately 9% (Gordan). In 2018, New York, New Jersey, and Connecticut had high 
outbound migration rates, and the tax policy was a factor that led to individuals moving 
to low-tax states. This can be an issue for high-tax states as the amount of revenue 
collected will decrease, and they might reduce the public services offered to off-set the 
decrease in revenue. Also, low-tax states have fewer revenues, and if people migrate to 







The Internal Revenue Service (IRS) estimates that the average time to finish an 
individual income tax return will decrease by between 4 and 7%, which can result in 
compliance savings from $3.1 billion to $5.4 billion as individuals will be spending fewer 
hours complying with the tax code (York). The introduction of a higher standard 
deduction has simplified the tax process for many people. For example, if a married 
couple had taken $15,000 in itemized deductions under the previous law, now under the 
TCJA, the couple would be better off taking the standard deduction of $24,000. This way, 
they were able to deduct an extra $9,000 and save energy and time they would have spent 
on completing the Schedule A of Form 1040 (York) before the TCJA. 
Views on the State and Local Tax Deduction 
Advocates of the SALT deduction cap present a convincing case on distributional 
grounds. The SALT deduction has been a significant federal tax expenditure. In 2017, the 
estimated revenue cost was $100.9 billion, whereas the estimated expense dropped to 
$43.1 billion for 2018. (How Does the Deduction for State and Local Taxes Work? | Tax 
Policy Center). By placing a cap on SALT deduction, substantial federal revenues are 
gained. This revenue could provide federal support in the form of loans or grants. The 
original rationale for the SALT deduction was to avoid federal invasion into state tax 
rights and double taxation. However, the deduction made it cheaper for states and local 
governments to increase taxes on high-income individuals. Before the TCJA, states could 
raise taxes and individuals would not feel the total effect, since they were able to claim 




However, the opposite view is that the SALT deduction is an indirect subsidy 
provided by the federal government to state and local governments, which reduces the net 
cost of nonfederal taxes for taxpayers. For example, consider an individual belonging to 
the 35% federal income tax bracket who has chosen to itemize deductions hence can 
deduct state and local taxes paid from AGI. If the individual's state income tax payable 
increases by $200, the individual can deduct from AGI, so the taxable income will be 
reduced by $200, and federal taxes will be reduced by $70 (35% of $200). Hence, the net 
cost will be $130 because even though state taxes increased by $200, the federal taxes 
decreased by $70 (Sammartino and Rueben). This federal tax expenditure encourages 
state and local governments to provide more public services by having higher taxes. The 
states could then utilize the revenue to invest in various development projects. It also 
inspires states to adopt deductible taxes instead of non-deductible taxes and prompts 
states to depend more on progressive income taxes.  
Alternate Minimum Tax and Pease Limitation 
Even though a cap was never placed on the SALT deduction before, policymakers 
have attempted to limit the deduction through other methods. For example, in 1986, the 
state sales tax deduction was eliminated, but later, it was partially restored (Kaeding). 
Some indirect limitations include the Pease limitation and the alternative minimum tax 
(AMT). 
The AMT was established in 1969 to prevent high-income taxpayers from 
escaping federal tax obligations by using deductions and credits. A taxpayer must 




an alternative tax base. The taxpayer must later pay the higher tax obligation of the two 
(Kaeding). The TCJA repealed the personal and business expense provision and capped 
the SALT deduction. It also set a higher AMT exemption and a substantial increase in the 
income level on which the exemption starts to phase out. These changes limited AMT's 
scope and reduced its impact. 
Before the TCJA, the Pease limitation placed a cap on the amount of itemized 
deductions a taxpayer could claim if their income exceeded a certain level. It was first 
introduced in 1990 through the Omnibus Budget Reconciliation Act (Armstrong). For 
individuals earning above the designated income threshold, 3% of AGI exceeding the 
limit was deducted from the itemized deductions. For example, in 2017, the AGI limit 
was $261,500 for the single filing status. If a taxpayer's income was $290,000 in 2017 
then $855 (3% of $290,000 - $261,500) had to be subtracted from itemized deductions. 
Investment interest, theft losses, casualty losses, and medical expenses were excluded 
from the Pease limitation. However, TCJA suspended the Pease limitation from 2018 to 
2025 (Kaeding). The repeal will benefit taxpayers who will itemize deductions and 
whose AGI would have exceeded the threshold because now the individual will not have 













A survey was carried out to compare individuals' tax obligations in 2017 (in the 
absence of cap) with their tax obligations in 2018 (with the cap) to study the impact of 
the cap on the SALT deduction. The survey was sent via electronic mail to faculty and 
staff of the University of Southern Mississippi. It was also sent to representatives from 
various accounting firms in Hattiesburg, Mississippi to increase the distribution of 
responses to the survey. The survey was also posted on social media platforms LinkedIn, 
Instagram, Facebook, and Snapchat. The online survey was a useful medium to reach 
people in remote areas. The study employed a retrospective survey, asking respondents 
about past events. All the surveys were carried out anonymously. Multiple responses 
were discouraged, as they could have skewed results. 
Description of Survey 
The survey was divided into five different sections to make it easily 
understandable and appealing for the participants. The first section introduced the study's 
purpose, described the potential benefits, confidentiality, and risks. This made sure that 
information regarding the research study was communicated effectively to the 
participant. The second section required the respondent to consent to participate in the 
project. The third section included questions regarding state tax returns for 2017 and 
2018, whether a tax return was filed or not, and which city/cities the participant resided in 
during those years. For this study, only individuals who filed a tax return in both 2017 
and 2018 and lived in Hattiesburg, MS were incorporated in the research. The fourth and 




first two questions were about filing status and yearly income, since the study required 
individuals belonging to different income groups for comparison purposes. The next two 
questions were related to the decision of itemizing deductions or opting for the standard 






















The percentage of individuals who itemized deductions decreased from 53.3% in 
2017 to 33.3% in 2018. The table below shows the changes in the percentage of 
individuals who itemized deductions in 2017 and 2018. 
Income Level 2017 2018 
Less than $50,000 33.3% 16.7% 
$50,000 to $100,000 44.4% 18.5% 
$100,000 to $500,000 83.3% 75% 
Table 2: Percentage of Individuals who itemized deductions. 
 A correlation analysis was carried out on the data set to find out whether income 
level and tax liability co-vary and to see the strength of the correlation. The correlation 
coefficient shows the linear relationship between two variables; its magnitude represents 
the intensity of the relation, and the sign (positive or negative) tells us whether two 
variables are directly or inversely related.  A value of r greater than 0.8 is deemed to 
represent a strong correlation, whereas a value of r less than 0.5 denotes a weak relation.  










   Table 2: Correlation between Income Level and Tax Liability. 
The correlation analysis revealed a strong relationship between tax liability and 
the income level of $100,000 to $500,000 in 2017 (0.85) and 2018 (0.94).  It also showed 
that the relationship grew stronger in 2018, in the presence of the SALT deduction cap. It 
can be seen from the table that the majority of high-income individuals itemized 
deductions. The survey results indicate that 58.3% of those individuals who itemized 




deduct the full amount for state and local taxes paid. Hence, it can be concluded that the 
SALT cap raised the income tax obligation (in 2018) for high-income individuals as 
compared to their tax obligations in the absence of a cap (in 2017).   
The correlation coefficient between the income group $50,000 to $100,000 and 
tax liability is 0.79 in 2018, very close to 0.8, so there is still a strong correlation between 
tax liability and income level. The number of individuals who itemized deductions 
dropped significantly (reduced approximately by 50%) in 2018 as compared to in 2017 
for individuals with income up to $100,000. 35% of individuals who opted for standard 
deduction in 2018 (the majority being low-income individuals), saw a decrease in their 
federal tax liability (ranging from 5% to 25%) as compared to their liability in 2017. 
Two main factors led to the variation in number of individuals who itemized 
deductions in 2017 and 2018. The first factor is the individual's income. A high 
percentage of high-income individuals itemized deductions in both years while the low-
income individuals opted for the standard deduction in both years. This means the SALT 
deduction is most beneficial to high-income taxpayers. The second factor is the increase 










Chapter 5:  Conclusion 
 
The study aimed to track who benefitted from the state and local tax deduction 
with and without the cap. The survey responses were used to perform an analysis of 
income with the rate of filers who itemize deductions instead of using the standard 
deduction before and after the reform.  
The results suggest that most of the tax filers in the AGI brackets above $100,000 
chose to itemize deductions even with the cap. However, their federal tax liability was 
higher in the presence of the cap as they could not deduct all the state and local taxes 
paid. This indicates that the SALT deduction cap did raise the income tax liability for 
high-income individuals as compared to their tax obligations in the absence of a cap. The 
results also showed that the number of individuals who opted for standard deduction 
increased, and the majority tax filers claiming standard deduction had income less than 
$100,000. Results showed that 35% of the individuals who chose the standard deduction 
saw a decrease in their tax liability in 2018; therefore, it can be concluded that the SALT 
deduction cap benefitted the low-income individuals who opted to standardize their 
deductions. 
Conclusions based on these results are limited due to the number of surveys 
collected and the geographic restriction. The total number of survey responses received 
was thirty; hence the sample size was small and may not be representative of the real 
impact of the SALT deduction cap in the state of Mississippi or the country. Also, all the 
survey responses were from individuals residing in the Hattiesburg area; hence the study 




This study is a small attempt to measure the effect of the cap on SALT deduction and can 
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